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My discussion today will focus on the seaborne trede of the Soviet
Bloc, its volume, character and pattern, end the reguirement that this
trade generates for werchent shipping servics and tonnage. 1 edAll
present our current estimate and attempt to loock into the futwe -- al-
though the events of the last few years indicate that Bloc plamning in
marchant marine affalrs, is apt to be dislocated virtually overnight.

Those of us with responsibllity for following merchant shipping
service are greatly concerned pot only about the present situation, dut
also about the intentions of the Bloc with respect to merchant shipping
and future capahilities in this field.

In ths expsctation that the information which I will present to-
day may be of value in your comsideration of other aspects of Bloc
shipping probleme, I have also arrenged to have coples of certain of the
dnta used in this presentation distributed for your retention.

8ince 1950, most of the countries of the Sino-Soviet Bloc have been
W in a fairly intensive drive to attain a greater self-#ifficiency
in thelr merchant marines. These sctivities have been most noticeable,
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of sourse, in the UBBR, Polend, and East Germsny. In the Far Rast,
Commndst Chine's drive for mexritime eelf-sufficiency vhich became pro-
acunced in 1956, elsckened off in 1561 snd 1962.

The primary purpose of these maritlme progrems has been to reduce
the traditional reliance of Bloc states on Free World shipping for the
earrisge of Bloo zeaborne itrade. The sttaflonmmnt of this gosl has been

difficult for the Bloc. Yor in spite of the sizeable growth of the Bloe
fleets, reliance on Fres World shipping bas continued to increase. Bince

1958 the volume of Bloc ssaborne trads has increased faster than the
ability of the growing Bloe fleets to do more than Reep pece.

A nev intensification of the Blog program to acquire modern mer-
chant ships nov makes it likely that this trend will be reversed and
that by 1965 the Bloe will becoms inoreasingly capadle of carrying &
greater share of its growing seaborne trade. Suecessiul Dulfillment of
recently apnounced Bloc maritime plans nay &lso have a decisgive lmpact
uponn the ability of the RBlog to present an effective competitive threat
to Free World maritime powers. The developument of ite maritime fleet
18 &lgo giving the Bloe snother potentlally sericus weapon for the
conduct of econcmie penetration activities and economic warfare.

It 1s within the context of an Impressive maritime development with

8 growing independence from reliance on Western shipping, and a developing

compatitive cepabllity that I will diescuss today the present status and
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prospects for the Sinc-Soviet Bloc merchant marine through 1965. The
focus of this discussion will be specifically on the following major
toples:

1. Pleets of the Soviet Bloc

2. Trends in Operational Uses of the Klog Fleets

3. Sesborne Forelgn Trade of the Bloo

k. Implications of Current and Flesuned Ocean Transport of the Blog
11,

Ap can be seen in Plgure 1, Rloo merchant fleet growth between 1950
snd 1355 was not quite a8 lapressive as the growth in the world sctive
fleet, a 3L percent increase compared to & world inoremse of 34 percent.
But from 1955 to 1960 the Bloc focused greater attention on its merchant
marine, and incremsed its fleet capacity 71 perecent compared with a 32
pereant fncresse 1n the world fleet.

Our snalysis of published plan dsts and the current pattern of
vaspel acquisitions, point to & continuing high rate of growth of the
Egropean Bloc fleets in comperison to growth in the world fleet, In
1950 the Bwropesan Bloe fleets mecounted for only 3 percent of the world
total. By 1965 they will accownt for about & percent and by 1975 at
Jesst 13 percent.

Thege camparisons are all predicated on the assunption that the
growth of the world fleet will follow the pattern established since 1945
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and that there will not be occasion for & sudden and drastic incresse in
world tonnegs between now and 19751

The Boviet fleet, of course, makes up the bulk of the Bloec fleet ton-
nage shovn in Flgwrs 1, secounting for 4,5 million DWT in 1960, 8.6 milifon
INT In 1965, about 15 million DWT in 1970 and mbout £0.5 nfllion IWT in 1975.
Tanker fleets, bOth Soviet and Satellite, are growing rapidly, from 519,000
DWT in 1955 to 1.3 million DWT in 1960 to & probablé 3.3 million INT in
1965. It is possible that this extraordinary rate of growth in the Soviet
tanker fleet may level off somewhat after 1965, bat it is equllly possible
thatl these are conssrvative estimgtes in viev of various estimates mede by
interested Western obsermrs' an the probable incresses in exportable sur-
pluses of Boviet petroleun. |

The Commuuist Chinese fleet has not been included in thess figures be-
csuse the events of the past ysar have made it obvicus that gny estimstes
of future fleet growth would at this stage be completely unrelisble. The
Chinese plannsd originally to have & fleet of over 3 million DWT in 1965,
but the Ileet st the end of 1960 (of ships of 1,000 GRT and over) was only’
about 650,000 DWT sand in 1961 only shout 50,00Q DWT vas added, This come
bined with the general dislocatfion in all phases of Chinese sconomic
affaire mekes any long range estimating a highly speculative matter.

III. Zrends in Operational Uses of the Bioc Fleed
The two wajor components of the Burcpean Bloc fleets ~- the Boviet

fleet and the Satellite fleet - treditionally have been engaged in quite
diffearent types of operations.

b |
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Whille cosstal traffic has always played & minor pert in Satellite ﬁa-‘
borne cargoes, the volumes of Soviet cabotage cargoes (comstal and inters
coastal} have vastly outweighed foreign trade cargoes carried in Soviet
veesels. In recent years, however, the Soviets bave paid increasing
attention to using their ships in forelgn trade routes. The most recent
publications have stressed this policy but it is very obvious from these
smne publications that the planning for use of the fm_t is currently in
& fluid and contradictory state.

There are several major factors which contribute to inecneistencies in
present ngt operstional ;ala.nning' One is the desire to establish liner
services in the Western tradition, both in order to pick up more freighte
earning interport cargo end to campete with Western liner services in
the underdeveloped areas. The so-called .?.mar. serviceg opersted Ly the
USSH to date amount to no move than hewing‘ a certain number of ships usually
operating in eei'tam arcas. No schedules are published nor eould be pub-

1ished in the circum’bmgaﬁ obtaining to date under which no trus liner
| services are operating. Only recently have the Boviets realiged that,
short of putting their ships on the world charter market to procure cargoes
for retura voyages, true liner operations with soliciting apents in foreign
porte would be xiecesue.ry to generate cargo for the present preponderance
of ballast runs ons~way. (A recent Soviet book on ses transport msntions
in a curiously plaintive msnner that foreign interport cargo ien't moving
in the sanme directions as Soviet ships!)
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Another factor which appsrently has plagued Soviet maritime planners
appears 1o be the fairly complete dtsruption of sxisting plans caused by
many recent events. These are to name & few: the sudden increase in
shipping to and from Cube and Indonesis =~ both comparatively long heul
routes -- and the recent ypsurge in such trades s the petroleum trede.
Both the USSR snd the Satellites, for example, have had to divert nany of
their shipe to the Cudan trade -- not only for political reasous {economic
penetration as well as carriage of military types of carge) but slso to
save to some extent the foreign exehange being paid for Wesitern ships in
that trade.

A telling example of the dllenma csused by these dislocations to
the origibs) maritime plans vas the report some of you may have noticed
in the Western press in July 1960. This report indicated that in order
to use their own tankers in the Cuban trade the Soviets were negotiating
with West Buropeen petroleum buyers to arrangs their own traasport of
petrolewns imports from the USSR, As a special inducement the Soviets
were reporied to be resdy to pay the difference between the e.i.f, rates
contracted previously and the higher freight rates sxpected tc result
from use Of Western tenkers.

In any event, the magnitudes of the Cuban trade and other trades
have caused an unplanned incresse in the tons and particularly the ton-
miles performed by ships engmged in Toreign navigation.
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The confusion ie compownded by me interpley between the two fore-
going circumetances. The desirs to establish liner services and to cut
dowvn one-way ballset runs ls in ccmﬂiet vith the need to keap the Soviet
flest flexible to mest demands suwh as the Cuben traffic.

This dllemme has become clearly apparent in recently publiehed per-
formance plans for both 1968 and 1980. The recent plans are not consistent
with other official statements that the emphasisz in future growth would be
on foreign navigation rather than cabotage. If the published plans for
total ton and ton-mile performance are compared with our best Judgment on
the probable velumee to be csrried in forelgn navigation, and the sive of
the fleset in those years, the residusl would vepresent & doubling and quad-
rupiing of tons carried in csbotage, which is not only confradlctory to
policy statements and sctual performance trends but also agalnst common
sense appraieal of thelr cabotage needs,

It would appear therefore that the announced fleet plans beyond 1965
bave not caught up with the other Soviet pleans for the expansion 5f foreign
trade, IF this interpretation is correct, the fleets shown for 1970 and
1975 may be low.

At the present time, ceriainly, it is believed that the flset will
indsed be increasingly used in forelgn navigation, and that same attempts
will be made to bulld up liner organizetions both ashore snd afloat.
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Yoreign Trade of the Bloc

The dats shown in Figure 2 for Bloc seaborns trade is guite reliable
from 1950 through 1960, Date for 1965 through 1975 vere arrived at
through extrapolation plus & few reports of plaoning by Bloc countries.
Here egain, even though our estimates of Bloc sesborns forelgn trade are
very conservative, the result shows that Bloec trmde since 1955 has grown
much fester than world trade. By 1975, for exmuple, Bloc sesborme trade
should account for at least 12 percent of world seaborne trade compared
to less than 5 percent in 1955.

The largest incremses in Bloc trede courred in 1959 and 1960, snd
data thus far avellable indicate an even larger inecresse in 1961. You
will notice that 1960 Bloe trsde wes at the level of 76 million tons.

In 1961 this trade rose to about 92 million tons,

If the trend of Bloc seaborne trade were based on the rate of growth
maintained in the pest three years, the result would indicate & level of
almost 200 million tons in 1965 and almost 500 million tons in 1570, By
1975 Bloc seaborne foreign trede would be more than 1,200 miliion tons
or 65 percent of the presently estimated world trade level in 1975 and
more than totsl world ocean trede in 1960. As far as cab be presently
foreseen, this is an sbsurdity, but it does indfcate that owr estimates
of Bloc ocean trade ( and comsequently of world trade) in the next 13 years
may be low.
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In any event, the volume of Bloc trade is sesuming an ever-increasing
importance in the pleture of world seaborne trade. To what sxtepnt this
groving trade will affect the Free World ocesn shipping situstion iz as
yot prodblematical in view of the multiplicity of possible developments.,

In Figure 3 we have shown the most optimistic (fram the Blec point of view)
estinate of vhat the Bloe fleets will be sble to carry of thelr own cargoes.

For both 1970 and 1975 we have placed an arbitrary cut-off at 75 per-
esnt a8 the maximum share of their own trade that the Bloec fleets sen
carry, Ordinary eommercial practice dictates this ceiling inssmuch as
those trading partners vhich are maritime nations can be expected to see
that sane of the trede moves in their own bottoms. Another yeason for
this celling is that in both the USSR and the Batellites, export and im-
Port cargoes sre not in balance.

Soviet, Pollsh snd Rumsnian trade is predominantly export and while
the trade of the other Satellites is apparently mainly import, ths carge
is not gensrally coming fram the same aress at which the HSoviet and
Polish fleete call. Tor example, luuber and spatite shipments out of the
Barents and White Seas and Soviet Arctie aves continue to grow, while the
volune of imports to those areas is emall. Petroleum moving out of the
Blsok Sea (28.5 millicn tons in 1961) is not matched by iiquid cargoes
eaging in. Oradns moving out of the Blsck Ses are not as yet matched by
the volumes of incaming bauxite (from Greece), irom ors (from India),
cotton (from Egypt), snd fertiliszers (from North Africa). Nor are these
laporie caning from the same aress as the grain exports.
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In the Fsr Emst, unless the trade in cement and salt frau China ree
vives considerably, imports will not belance the planned exports of timber,
eoal and general cargo to Jmpan. In the Baltic, the trede of the UBER, as
well se of Foland, Bast Cermeny and Czechoslovakia is similarly out of kilter.
The only spyroximately belanced trade of the Bloc is at present with Cuba,
about 4.5 to 5 million tone moving each vay, but here again it is over-
whalmingly tanker trade one way and dry cargo trade the other way.

Because of thess bullt-in restrictions to the expansion of Bloc care
risge of its oum trade, the Bloc will have acquired some excess shipping
sapacity scmetime between 1965 and 1970. By 1370, the Soviet fleet oce
evpied in foreign navigation (estimated &t 13 million DWP) should be capable
of moving about 98 million tons., Assuning that the USSR will be limited to
carrying not more than 75 percent of its seaborne foreign trede, or 85.5
million tons of our present estimate of the level of Soviet trade, the re-
maining 12,5 million tons will be noneSoviet trede, i.e. either cther Bloc
trade or noo~Bloe trade or both. Depending upon the relative average lengths
of heul between Soviet and non-Soviet trads, the exvess fleet capacity not
used in Boviet foreign trade may be bDetween 1 million and 1.5 million DWT,
probably a1l dry cargo freighters,

In 1975, ve estinate that the Soviet fleet in foreign uavigation may
e abls to move about 143.5 million tons, of which 112.5 millfon tons may
be Soviet seaborue forelgn trads (75 percent of estimated total Sovdet,
trade), leeving about 31 million tons to be moved in other Bloc or non~-Eloe
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trade. This mmownt of non-Soviet cargo indicstes an excess fleet capacity
in the nelghborhood of 3 million to 4 miliien DWE, still probably all dry
Sarge.

We have for both 1970 and 1975, as shown in Figure 3, allocated most of
this extese capacity to the carrisge of cargoes for other Bloe vations. This
is in secordance with the mpnowwed longeterm gosls of CEMA. The practical
possivilities of this being carried out are rmote wless same major shifts
eecur in the present patterns of Bloc sesborns trads. The likelihood re-
malns that in 1970 at least 5 million tons and in 1975 at lemet 15 millidon
tons of the cargo that Bloe fleets hope to carry for esch other must be
8ddsd to the carge left over for carrisge by non-Bloc vessels.

The very large increase of cargo carried by Soviet sbipe in 1965
compared to 1960, as shown in Figure 3, also represents s new Soviet plan
figure published in 1961. We bave used it as 1s, but we put 1ittle faith
in 1t. Nuiging by past performance sud the Probeble size of the flset in
1965, it 1s likely that not wmore than 53 million tons can be carried by
Soviet ships in forelgn navigation end that non-Bloc vessels will be needsd
to caryy st leest 12 million tons of sdditional Bloc carge.

V.

For those Western maritime nations which have lerge tramp fleets, the
probebllity that non-Blos ships will be needed to carry ebout Z0 million tous
in 1965, 45 million tone in 1970 end 53 million tons of Bloe cargoes in 1975 mey
seenm st Iirst blush to be good news as it offers sdditicnel employment for nou-Bloc
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ships. To the Western observers it 1s of interest ms an indicetion of
continuing dependence by the Bloe on non~-Bloc shipping. The fly in the
olatment for Western shipowners is the question of vhat the USER will be
dolng with 1ts wmused flest cspacity by 1970 and 1975,

| There have already been plentiful Soviet references to the desirability
of establishing liner services in the Western sense, as well as employing
booking agents in foreign territories to arrangs for return cargoes for
Boviet ships, the cargoss to be destined generally for Atlantic and Mediterw
ransen Furope. There is slso ampls evidence that the Soviets will have Bo
hesitations about offering below market rates to get retwrn cargoes. Boviet
solicitation of non-Bloc interport caxgo can and probebly will affect both
the tranp market and Western liner services.

In the light of the foregoing, the Free World may expect lncreasing
Soviet incursions into the world freight nmarket from at least 1970 onward,
purely as a result of prectical ocean shipping economics. In the meantioe,
kowever, there is auple evidence that at least the USSR snd Esst Cermany have
used portions of their present rléat.a a8 instruments of politiesl metion and
can be expected to continue to do so &s circumstsuces offer.

As we all kmow, the USSR hes in nunerous instences offered poetrolews
delivered c.i.£. 8t lovey prices than the f£.0.b. price from Vestern sources
pius the going freight rates. Whether the USER tmkes & 1loss in the price of
the petrolewn or the tanker freight eamrnings 1s immaterial. The offer ig &
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pickage deal designed to penstrate new warkets. There 1s evidence of the
same tactice used in the dry cargo trade, partioulerly with the wnder-
developed nations, and the question of vhether those nations ultimately
suffer a loss in their trade with the USSR when world prices and wvorld
freight rates are campered has little bearing so long as Soviet bargaining
srgunents appesr attractive,

Anotker present tactic is the use of 50-50 shipping sgreements with
non-saritine nations. These agreements are being made with governnents
m'ﬁeetsmmmatomémmmtabeWWmee
called governwent cargo. The catch {s thet these non-Bloc fleets ave too
small to carry 50 pergent and the Soviet ships will have oufmined entres
to carry the balance., Thus, third party shipowners smre shut out and Soviet
propagends exploits the fact of calls by Soviet ships.

A third tactic ves all too ¢learly cbserved in late 1960 and early
1961 when a Tev East Germen ships cslling at Rangoon enroute Eurcpe
triggered & rate war. Thess ships were rveturning from China with little
cargo aboard and anything they picked yp enroute served to £1ll space that
would othervise heve been empty. By offering rates consistently lover than
Conference rates, these fev ships ultimately forced the Burma - UK Conference
to cut its rates in half, one-~third below what was stated to be the breske

even rate level. Not until early 1962, adout 8 months after the East German
ships ceased calling et Rangoon, did the Conference rates yeturn to the prior
lsvels.
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The perallel with the far more numerous Soviet ships running one-wvay
with light losds or even in ballast shouwld give the shipping eaumumi by
pause. The USSR needs only to establish a netvork of strategically located
frelght agents to accanplish the seme results on & fer larger and nore vide-
spread scale. Furthermore, veports of Soviet plans end negotistions toward
that end have been turaing up with incressed frequency in the rast year.

- Until very recently, Western shipping groups disparvaged the possi-
bility of ruinous competition from the Bloe fleets, considering the
nusbere of ships unimpressive caupared to world shipping. Only now doss
there seen to be & budding avareness of what the Bloc fleete can do with
sugh hit-and-mm performances, let alone with sustained couference-opposing
liner opepations in strategic areas such as is reported 4o be in the ground-
work stage in the BEurope - Asia trade.

Thus, gentlemen, we see that, while the burgeoning osean trade of
the Bloc omrs continued employment to non-Blog ahipping, the growing
fleet capacity of the RBloc together with the ability to use these fleets
for elther political or ecanomic ende at will, presents an inereasing
threat to the stability of established world maritine oparations.
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